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Report  Summary 


Department  of 
Environmental  Quality 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Environmental  Quality  (DEQ)  for  the  two  fiscal  years  ended 
June  30,  2000.   The  department  implemented  two,  partially 
implemented  one,  and  did  not  implement  two  of  the  six 
recommendations  from  the  prior  report.   The  sixth  prior  audit 
recommendation,  concerning  noncompliance  with  federal  cash 
management  requirements  for  the  Abandoned  Mine  Land 
Reclamation  program,  was  implemented  for  fiscal  year  1998-99. 
We  were  not  able  to  determine  compliance  with  this  requirement  for 
fiscal  year  1999-00.   This  current  audit  report  contains  1 1 
recommendations. 


The  first  section  in  the  report  discusses  ways  in  which  the 
department  can  improve  controls  over  financial  management,  cash, 
fixed  assets,  and  bonds.   There  are  four  recommendations  related  to 
implementing  a  financial  management  control  structure  and 
disbursing  funds  only  under  appropriation  made  by  law;  establishing 
accounting  control  over  receipts;  inventorying  fixed  assets;  and 
monitoring  performance  bond  expiration  dates. 

The  second  section  discusses  ways  in  which  the  department  can 
improve  compliance  with  federal  laws  and  regulations.   There  are 
three  recommendations  to  the  department  related  to  recording 
transactions  in  the  proper  fund  and  using  federal  funds  for  allowable 
purposes,  charging  leave  costs  in  a  uniform  and  equitable  manner, 
and  filing  Federal  Cash  Transactions  Reports. 

The  third  section  discusses  ways  in  which  the  department  can 
improve  compliance  with  state  laws.   There  are  four 
recommendations  related  to  public  water  supply  system  fees,  annual 
asbestos  facility  permit  fees,  water  and  wastewater  operator 
certificate  revocation  notices,  and  accounting  for  federal  radon 
moneys. 

We  issued  an  unqualified  opinion  on  the  financial  schedules 
contained  in  the  report  for  each  of  the  two  years  under  audit.   The 
reader  may  rely  on  the  presented  financial  information  and  the 
supporting  data  on  the  state's  accounting  records. 
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Report  Summary 


The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


We  recommend  the  department: 

A.  Implement  a  financial  management  control  structure 
to  assure  financial  accountability  and  compliance  with 
state  and  federal  laws  and  regulations. 

Department  Response:  Concur.   See  Page  B-4. 

B.  Comply  with  constitutional  and  statutory  requirements 
by  disbursing  funds  only  under  appropriations  made 

by  law Page  17 

Department  Response:  Concur.   See  Page  B-4. 

We  recommend  the  department  establish  accounting 

control  over  moneys  received,  as  required  by  state  policy    .  Page  18 

Department  Response:  Concur.   See  Page  B-5. 

We  recommend  the  department  inventory  its  fixed  assets  at 

least  once  every  two  years  as  required  by  state  policy    ....  Page  18 

Department  Response:  Concur.   See  Page  B-5. 

We  recommend  the  department  properly  monitor 
performance  bond  expiration  dates  to  ensure  the  bonds  are 
appropriately  updated  when  contracts  are  amended Page  19 

Department  Response:  Concur.   See  Page  B-5. 
We  recommend  the  department: 

A.  Record  transactions  in  the  proper  fund. 
Department  Response:  Concur.   See  Page  B-6. 

B.  Use  federal  funds  only  for  allowable  purposes  as 

required  by  federal  regulation Page  20 


Department  Response:  Concur.   See  Page  B-6. 
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Recommendation  #6 


Recommendation  #7 


Recommendation  #8 


Recommendation  #9 


We  recommend  the  department  charge  its  leave  costs 

uniformly  and  equitably  in  accordance  with  federal 

regulations Page  21 

Department  Response:  Concur.   See  Page  B-6. 

We  recommend  the  department  file  Federal  Cash 

Transactions  Reports  as  required  by  federal  regulations  .  .  .  Page  22 

Department  Response:  Conditionally  concur.   See  Page  B-6. 

We  recommend  that  the  department  work  with  the  Board 
of  Environmental  Review  to  establish  fees  that  are  com- 
mensurate with  costs  for  the  review  of  plans  and  specifi- 
cations for  the  public  water  supply  systems  as  required 
by  state  law    Page  23 

Department  Response:  Concur.   See  Page  B-7. 

We  recommend  the  department  establish  annual  asbestos 

facility  permit  fees  based  on  actual  costs  as  required  by 

state  law    Page  24 


Recommendation  #10 


Department  Response:  Concur.   See  Page  B-7. 

We  recommend  the  department  establish  procedures  to 
mail  intention-to-revoke  notifications  to  water  and 
wastewater  operators  in  a  timely  manner  as  required 
by  state  law    

Department  Response:  Concur.   See  Page  B-7. 


Page  24 


Recommendation  #1 1 


We  recommend  the  department  seek  legislation  to  amend 

section  75-3-607,  MCA,  to  allow  federal  radon  moneys  to  be 

deposited  in  the  Federal  Special  Revenue  Fund  consistent 

with  section  17-2-102,  MCA    Page  25 

Department  Response:  Concur.   See  Page  B-8. 
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Introduction 


Introduction  We  performed  a  financial-compliance  audit  of  the  Department  of 

Environmental  Quality  (DEQ)  for  the  two  fiscal  years  ended 
June  30,  2000.   The  objectives  of  the  audit  were  to: 

1.  Make  recommendations  for  improvements  in  the  department's 
management  and  internal  accounting  controls. 

2.  Determine  department  compliance  with  applicable  state  and 
federal  laws  and  regulations. 

3.  Determine  if  the  department's  financial  schedules  are  fairly 
presented  for  the  two  fiscal  years  ended  June  30,  2000. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

This  report  contains  1 1  recommendations  to  the  department.   In 
accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed,  if  significant,  the  costs  of  implementing  the 
recommendations  made  in  this  report.   Other  areas  of  concern 
deemed  not  to  have  a  significant  effect  on  the  successful  operations 
of  the  department  are  not  specifically  included  in  the  report,  but 
have  been  discussed  with  management. 

As  required  by  section  17-8-101(6),  MCA,  we  audited  and  are 
reporting  on  the  reasonableness  of  internal  service  fund  type  fees 
and  fund  equity  balances  at  the  department.   The  statute  requires 
fees  and  charges  for  services  which  are  deposited  into  internal 
service  funds  be  based  upon  commensurate  costs.   The  department 
has  one  internal  service  fund,  which  funds  the  Central  Management 
Program  and  is  administered  by  the  Centralized  Services  Division. 
We  reviewed  the  internal  service  fund  activity  and  determined  the 
rates  are  commensurate  with  costs  and  the  fund  equity  balance  is 
reasonable. 
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Background 


The  1995  Legislature  created  the  department  as  part  of  a  major 
reorganization  of  the  environmental  and  natural  resources  functions 
of  state  government.   The  enabling  legislation.  Chapter  418.  Laws 
of  1995,  assigned  functions  related  to  permitting  facilities, 
enforcement  of  environmental  standards  and  remediation  of 
environmental  degradation  to  the  department.    In  March  1996.  the 
department  initiated  an  internal  reorganization  along  the  functional 
lines  of  planning,  permitting,  enforcement,  and  remediation. 


The  Planning,  Prevention  and  Assistance  Division  develops  air, 
water,  waste  management,  and  energy  plans  to  protect  Montana's 
resources.   The  division  monitors  environmental  conditions, 
maintains  data  on  the  condition  of  Montana's  environment,  works 
with  businesses  and  government  units  to  adopt  environmental 
practices,  and  provides  technical  and  financial  assistance  to 
implement  improved  environmental  facilities. 

The  department's  Permitting  and  Compliance  Division  administers 
the  permitting  and  compliance  activities  which  relate  to  various 
federal  and  state  air  and  water  quality,  solid  waste,  land  use,  and 
pollution  control  laws.   The  division  provides  training, 
certifications,  and  technical  assistance;  reviews  and  assesses  all 
environmental  permit  applications:  prepares  appropriate 
environmental  impact  documents;  and  inspects  facilities  to  determine 
compliance  with  permit  terms  and  the  underlying  laws  and 
regulations. 

The  Enforcement  Division  implements,  coordinates,  and  tracks  the 
department's  enforcement  activities.   The  department  has 
enforcement  authority  for:  emissions  affecting  air  quality,  handling 
and  disposal  of  hazardous  wastes,  asbestos  removal  and  disposal, 
coal  mining,  gravel  pits,  hard  rock  mining,  construction  of  large 
powerlines/pipelines/electrical  generation  facilities,  discharges  of 
pollutants  to  surface  or  ground  water,  disposal  of  solid  wastes, 
disposal  of  junk  vehicles,  subdivision  development,  community 
wastewater  disposal,  and  public  drinking  water  supplies. 
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In  the  Remediation  Division,  department  staff  oversee  cleanup  at 
state  and  federal  Superfund  sites,  reclamation  of  abandoned  mine 
lands,  regulation  of  underground  storage  tanks,  and  removal  of 
sources  of  groundwater  contamination. 

The  Petroleum  Tank  Release  Compensation  Board  is  attached  to  the 
department  for  administrative  purposes.   The  board  is  responsible 
for  administering  the  petroleum  tank  release  cleanup  fund.   The 
board  and  Remediation  Division  staff  review  and  process  claims  for 
reimbursements  to  tank  owners  who  have  costs  due  to  remediation 
of  contamination  from  leaking  underground  storage  tanks. 
Beginning  in  fiscal  year  1999-00,  the  board's  financial  activity  is 
recorded  in  the  Remediation  Division  program  as  a  result  of  changes 
initiated  by  Chapter  259.  Laws  of  1999. 

Activity  of  the  Director's  Office  (which  includes  the  department's 
personnel  office  and  legal  unit),  the  Board  of  Environmental  Review 
(which  is  administratively  attached  to  the  department  and  funded 
primarily  by  the  General  Fund),  and  Centralized  Services  Division  is 
reported  as  the  Central  Management  Program  on  the  financial 
schedules.   Responsibility  for  central  budgeting,  accounting,  fiscal 
reporting,  internal  audit,  procurement  contracts,  and  information 
technology  services  rests  with  the  Centralized  Services  Division. 
Most  of  these  services  are  financed  in  an  Internal  Service  Fund  by 
allocation  of  costs  to  the  other  divisions  in  the  department. 
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Prior  Audit  Recommendations 


Prior  Audit  ^he  Pr'or  financia'-comPliance  audit  of  the  Department  of 

Recommendations  Environmental  Quality  for  the  two  fiscal  years  ended  June  30,  1998, 

contained  six  recommendations.  The  department  implemented  two 
recommendations,  partially  implemented  one  recommendation,  and 
did  not  implement  two  recommendations.  This  report  includes 
discussion  of  the  three  prior  audit  issues  not  fully  implemented. 
These  issues  are  related  to  controls  over  cash  collections  (page  17), 
leave  pool  rates  (page  21),  and  unreconciled  Special  Revenue  Fund 
account  balances  (pages  12  and  13). 


The  sixth  prior  audit  recommendation,  concerning  noncompliance 
with  federal  cash  management  requirements  for  the  Abandoned  Mine 
Land  Reclamation  program,  was  implemented  for  fiscal  year 
1998-99.   We  were  not  able  to  determine  compliance  with  this 
requirement  for  fiscal  year  1999-00  because,  due  to  the  change  in 
accounting  systems,  disbursements  were  not  always  recorded  when 
made  and  the  person  responsible  for  the  cash  draws  did  not  keep 
documentation  supporting  the  amounts  drawn.   We  plan  to  test 
compliance  with  federal  cash  management  requirements  for  the 
Abandoned  Mine  Land  reclamation  program  during  our  next  audit. 
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Findings  and  Recommendations 


Financial  Management  The  M°ntana  State  Constitution  and  Title  17,  MCA,  address  legal 

Controls  requirements  related  to  fiscal  control  and  accountability.   Specific 

statutes  address  topics  such  as  disbursements,  cash  depositing,  and 
inter-entity  loans.   Section  17-1-102,  MCA,  requires  each  agency  to 
record  the  transactions  necessary  to  ensure  its  accounting  records 
present  the  receipt,  use,  and  disposition  of  all  money  and  property 
for  which  it  is  accountable  in  accordance  with  generally  accepted 
accounting  principles  by  the  close  of  each  fiscal  year.    Management 
Memo  2-00-2  states  that  state  agencies  are  responsible  for 
implementing  internal  control  procedures  to  ensure  compliance  with 
section  17-1-102,  MCA. 

We  identified  several  issues  related  to  DEQ's  fiscal  control  and 
accountability  during  this  audit.   They  include  those  discussed  in  this 
section,  as  well  as  those  related  to  cash  collections  controls 
(page  17),  fixed  asset  inventory  control  (page  18),  monitoring 
security  and  performance  bonds  (page  19),  using  federal  funds  for 
allowable  purposes  (page  20),  submitting  federal  cash  transaction 
reports  (page  22),  public  water  supply  system  fees  (page  22),  and 
annual  asbestos  facility  permit  fees  (page  23).   Actions  taken  by 
DEQ  personnel  resulted  in  misstatements  within  the  Statewide 
Budgeting  and  Accounting  System  (SB AS)  for  fiscal  year  1998-99 
and  the  Statewide  Accounting,  Budgeting,  and  Human  Resources 
System  (SABHRS)  for  fiscal  year  1999-00,  as  well  as 
noncompliance  with  state  and  federal  laws,  policies,  and  regulations. 

The  fiscal  issues  described  in  this  report  point  to  the  necessity  for 
DEQ  management  to  design  and  implement  an  efficient  and  effective 
financial  management  control  structure.   Such  a  structure  should 
provide  assurance  transactions  process  properly  and  in  a  timely 
manner.   A  properly  designed  and  effectively  implemented  control 
structure  should  allow  DEQ  to  more  efficiently  meet  its  state  and 
federal  mandates. 
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Vendor  Payments 


Article  VIII,  section  14.  of  the  Montana  Constitution  states, 
"Prohibited  payments.  Except  for  interest  on  the  public  debt,  no 
money  shall  be  paid  out  of  the  treasury  unless  upon  an  appropriation 
made  by  law  and  a  warrant  drawn  by  the  proper  officer  in  pursuance 
thereof."   Section  17-8-101.  MCA.  also  provides  for  disbursement 
from  certain  treasury  funds  only  on  appropriation  made  by  law.   We 
noted  the  following  four  instances  of  noncompliance  with  these 
requirements. 


Litigation  Services 


During  fiscal  year  1998-99,  DEQ  spent  S200.000  for  unanticipated 
litigation  services  from  a  Performance  Partnership  Grant  (PPG).    In 
February  1999,  DEQ  personnel  noted  this  appropriation  had  been 
overspent,  so  they  removed  the  litigation  expenditures  and  charged  a 
prepaid  expense  account.   This  adjustment  inappropriately  increased 
DEQ's  remaining  appropriation  authority  by  S200.000  and 
overstated  PPG  assets  on  DEQ's  accounting  records.   Because  the 
litigation  services  had  already  been  provided,  state  law  requires  that 
expenditures  rather  than  prepaid  expenses  be  recorded. 


According  to  department  personnel,  they  could  not  get  a  budget 
amendment  until  they  received  the  final  grant  authorization 
document.   They  said  they  did  not  get  this  document  for  PPG  funds 
as  early  as  they  did  for  other  funds  because  PPG  is  awarded  in 
pieces  throughout  the  year.   DEQ  personnel  indicated  the  prepaid 
account  was  used  as  a  temporary  holding  account  pending  the 
anticipated  legislative  approval  of  a  budget  amendment.   After  the 
legislature  approved  the  budget  amendment,  the  department 
corrected  its  accounting  records. 


Contractor  Payment 


In  March  2000,  DEQ  made  a  contractor  payment  on  a  $399,091 
invoice  by  charging  a  prepaid  expense  account  in  the  General  Fund 
instead  of  expenditures  in  the  Special  Revenue  Fund.   The  budget 
analyst  for  the  affected  program  requested  the  payment  be  recorded 
this  way  because  he  needed  time  to  make  adjustments  to  free  up  cash 
and  move  biennial  budget  authority  from  fiscal  year  2000-01  to 
fiscal  year  1999-00.   In  June  2000,  DEQ  reversed  the  original 
transaction  and  recorded  the  expenditure  against  the  federal 
Abandoned  Mine  Land  Reclamation  grant.    In  addition  to 
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circumventing  appropriation  controls,  recording  activity  in  this 
manner  misstated  DEQ's  accounting  records  and  resulted  in  use  of 
General  Fund  cash  to  subsidize  a  federal  grant  for  three  months. 


Telephone  Charges 


In  February  2000.  DEQ  paid  the  department's  July  1999  through 
December  1999  telephone  charges  of  $91,731  by  charging  a  liability 
in  the  General  Fund  instead  of  charging  expenditures  in  the  proper 
funds.   In  April  and  May  2000,  DEQ  reversed  the  original 
transactions  and  distributed  the  telephone  expenses  to  its  various 
programs.   Again,  this  caused  a  temporary  use  of  General  Fund  cash 
for  non-General  Fund  expenditures.   Recording  transactions  in  an 
untimely  and  erroneous  manner  also  misstates  DEQ's  accounting 
records,  prevents  the  records  from  reflecting  the  true  budget  status 
of  each  program,  and  violates  state  law. 


State  Funds  Cost 
Allocation  Plan 


The  purpose  of  the  State  Funds  Cost  Allocation  Plan  (SFCAP)  is  for 
other  state  funds  to  reimburse  the  General  Fund  for  their  share  of 
general  government  services.   However.  DEQ  pays  its  share  under 
the  SFCAP  by  abating  General  Fund  revenue  instead  of  charging 
State  Special  Revenue  Fund  expenditures.   By  paying  SFCAP 
charges  this  way,  DEQ  understated  General  Fund  revenue  and 
Special  Revenue  Fund  expenditures  for  fiscal  year  1999-00  and 
General  Fund  fund  balance  at  June  30,  2000,  by  $19,275.   DEQ 
personnel  said  they  believe  this  is  how  the  SFCAP  charge  has  been 
recorded  since  the  charge  was  created  in  1993.   If  so,  the  state's 
General  Fund  fund  balance  as  of  June  30,  2000,  is  also  understated 
by  the  sum  of  previous  years'  SFCAP  charges,  which  we  estimate  to 
be  $133,447. 


Effect  of  Using  Improper 
Accounts 


Use  of  the  prepaid  expenses,  liability,  and  revenue  accounts  to  pay 
for  services  provided  circumvents  appropriation  controls  built  into 
SBAS  and  SABHRS.   As  long  as  there  is  cash  in  the  fund,  DEQ 
could  continue  paying  its  venders  and  providers  even  when  there 
was  no  appropriation  authority.   Not  distributing  expenditures  to  the 
appropriate  funds  as  they  are  incurred  also  misstates  financial 
information  used  by  DEQ  personnel  to  manage  programs. 


Page  9 


Findings  and  Recommendations 


Temporarily  recording  financial  activity  incorrectly  increases  staff 
workloads  since  they  have  to  reverse  the  error  and  record  the 
activity  correctly  later.    Also,  it  increases  the  risk  the  error  will  not 
be  corrected  unless  the  agency  maintains  a  system  to  track  known 
errors.  DEQ  should  analyze  its  prepaid  expenses  and  liability 
subsidiary  account  balances  for  uncorrected  errors  and  process  the 
necessary  correcting  entries. 


Accountability  for 
Property  Held  in  Trust 


DEQ  accepts  cash,  certificates  of  deposit,  letters  of  credit,  surety 
bonds,  and  property  bonds  as  security  for  reclamation  under  the 
Hard  Rock  and  Open  Cut  mining  programs.   DEQ  records 
accountability  for  the  cash  bonds  and  certificates  of  deposit  on  the 
accounting  records  as  cash  or  property  held  in  trust  offset  by 
accountability  for  property  held  in  trust.   Because  letters  of  credit, 
surety  bonds,  and  property  bonds  are  not  negotiable  instruments, 
they  are  appropriately  not  recorded  on  DEQ's  accounting  records. 


The  employee  responsible  for  tracking  the  bonds  told  us  she 
compares  what  is  on  her  tracking  system  to  what  is  in  the  safe  about 
twice  each  year.   However,  DEQ  does  not  compare  the  accounting 
records  to  the  employee's  subsidiary  bond  records  to  ensure  the 
amounts  on  the  accounting  system  are  correct.   We  compared  the 
amount  of  cash  bonds  ($967,041)  and  certificates  of  deposit 
($2,312,862)  on  DEQ's  subsidiary  bond  records  as  of 
September  18,  2000,  to  the  accountability  for  property  held  in  trust 
balances  on  DEQ's  accounting  records  as  of  that  date.   After  taking 
into  account  errors  and  timing  differences  identified  by  DEQ  staff, 
an  unexplained  difference  of  $1 12. 160  remained.   The  amounts  on 
the  accounting  system  were  greater  than  the  subsidiary  records  by 
$56,590  for  cash  bonds  and  $55,570  for  certificates  of  deposit. 

DEQ  accounts  for  cash  bonds  in  the  General  Fund  and  a  State 
Special  Revenue  Fund  and  for  certificates  of  deposit  in  the  Agency 
Fund.   Since  the  department  is  holding  the  bonds  in  an  agent  or 
trustee  capacity  until  reclamation  is  complete,  the  bonds  should  be 
accounted  for  in  the  Agency  Fund  until  reclamation  is  complete  and 
the  bond  is  returned,  or  until  the  bond  is  forfeited. 
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We  also  identified  balances  in  the  accountability  for  property  held  in 
trust  account  in  ten  funds  totaling  52,408,594  at  September  18, 
2000,  which  did  not  result  from  bond  activity.   We  researched 
$2,172,680  of  these  balances  recorded  in  two  funds  and  found  the 
following  errors,  which  should  be  corrected: 


1.  During  fiscal  year  1999-00.  two  cash  settlements  totaling 

Si, 800, 000  were  recorded  as  accountability  for  property  held 
in  trust  and  Si, 909, 880  of  investments  received  under  the  same 
consent  decree  were  recorded  as  revenue  in  a  Special  Revenue 
Fund.   The  department  should  have  treated  the  transactions 
similarly.   DEQ  officials  told  us  DEQ  may  invest  the  money 
and  spend  the  money  and  related  investment  income  for  the 
purposes  of  the  decree,  but  must  return  any  money  not  spent. 
Using  the  accountability  for  property  held  in  trust  account  is 
not  appropriate  in  the  Special  Revenue  Fund.   One  option  may 
be  to  record  the  settlements  as  deferred  revenue  and  to 
reclassify  deferred  revenue  as  revenue  when  it  is  earned  (as 
expenditures  are  incurred).   DEQ  should  work  with  the 
Department  of  Adminsitration's  Accounting  Bureau  to 
determine  the  appropriate  accounting  treatment  for  this 
settlement  based  on  the  substance  of  the  transaction. 

2.  From  August  4,  1998  to  December  31,  1998,  DEQ  personnel 
recorded  S372.680  of  Reclamation  and  Development  Projects 
Grant  receipts  as  accoi     ability  for  property  held  in  trust 
because  they  had  not  esablished  a  revenue  code  on  the 
accounting  system.   They  had  not  corrected  the  error  by 
June  30,  2000. 


Accounts  Receivable  DEQ  had  recorded  $2,059,561  of  accounts  receivable  from  external 

parties  in  the  Special  Revenue  Fund  at  June  30,  2000.   We  analyzed 
these  receivable  balances  and  the  changes  in  the  balances  during  the 
audit  period.   We  found  DEQ  forgot  to  record  receivables  of 
approximately  $454,156  in  four  funds  at  June  30,  2000.   DEQ  also 
had  over  $390,000  of  receivables  in  five  funds  that  were  at  least  two 
years  old  at  June  30,  2000.   DEQ  personnel  believe  many  of  these 
receivables  were  collected  before  June  30,  2000.   They  said  some  of 
the  collections  were  recorded  as  revenue  rather  than  reductions  of 
the  receivable,  resulting  in  double-recorded  revenues  and  overstated 
receivable  and  fund  balance  account  balances.   DEQ  should  review 
its  accounting  records  and  make  appropriate  correcting  entries. 

Page  11 


Findings  and  Recommendations 


DEQ  also  recorded  Si,  139,455  of  receivables  and  revenue  in  two 
Special  Revenue  Funds  to  recover  costs  of  reclamation  work.   Many 
of  these  receivables  are  in  litigation.   The  department  should  credit 
an  allowance  for  doubtful  accounts  for  the  portion  of  receivables 
they  estimate  is  uncollectible  and  credit  deferred  revenue  for  the 
portion  of  receivables  that  is  not  available  to  pay  current  liabilities. 
Of  the  SI,  139,455.  only  S20.814  had  been  paid  by  August  16.  2000, 
so  most  of  the  balance  should  be  offset  by  a  credit  to  allowance  for 
doubtful  accounts  and/or  deferred  revenue. 


Due  to  Federal 
Government 


DEQ  had  a  balance  of  S654.453  in  the  liability  account  "Due  to 
Federal  Government"  in  a  federal  reclamation  cost  recovery  fund  at 
June  30,  1998.   This  balance  had  not  changed  as  of  June  30,  2000. 
The  fund  balance  in  this  fund  grew  from  SO  at  June  30.  1998,  to 
$31 1,656  at  June  30,  2000.   DEQ  should  analyze  the  fund  balance 
in  this  fund  and  after  adjustments  related  to  receivables  are  made, 
adjust  the  "Due  to  Federal  Government"  account  balance  as 
appropriate. 


Unrecorded  Fines  and 
Penalties 


Section  2-4-603,  MCA,  requires  state  agencies  to  record  the  entire 
settlement  proceeds  on  the  state's  accounting  records  in  the  fund  in 
which  the  penalty,  fine,  or  other  payment  would  be  recorded  if  the 
contested  case  had  proceeded  to  final  decision.   Settlement  proceeds 
include  cash  or  other  assets,  whether  received  by  the  state  or  a  third 
party.   DEQ  sometimes  allows  businesses  or  other  organizations 
who  have  been  fined  to  reduce  the  cash  payment  amount  by 
performing  a  supplemental  environmental  project  (SEP)  such  as 
paving  a  road  to  mitigate  dust  in  the  air.    DEQ  does  not  account  for 
SEPs  as  required  by  this  law. 


The  department  records  the  amount  of  cash  collected  from  a  fined 
party  but  not  the  total  amount  of  the  fine.   The  difference  between 
the  total  fine  and  the  amount  collected,  the  SEP  amount,  is  not 
recorded  on  the  accounting  records  as  the  law  requires.   We  noted 
fined  parties  committed  to  S247.295  in  SEP  activities  in  fiscal  year 
1999-00.   This  caused  revenues  and  expenditures  to  be  understated 
by  those  amounts  on  the  accounting  records. 
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Trust  Fund  Placement 


DEQ  has  three  federal  Department  of  Interior,  Office  of  Surface 
Mining  trust  funds  created  through  set-aside  moneys  from  prior 
years'  Abandoned  Mine  Land  Reclamation  (AMLR)  grants.   These 
funds  were  placed  in  the  Federal  Special  Revenue  Fund  because  the 
source  of  funds  was  from  a  federal  program.   The  department 
reported  the  moneys  as  spent  at  the  time  the  moneys  were  set-aside 
from  the  AMLR  and  has  no  future  reporting  requirements  to  the 
federal  government.  After  deposit  into  the  trust  accounts,  this  set- 
aside  money  plus  interest  earned  is  considered  to  be  state  funds 
which  may  be  spent  as  the  state  chooses  within  the  restrictions  of  the 
trust.   At  June  30,  2000,  these  funds  had  fund  balances  totaling 
55,640,047.   Because  these  moneys  are  no  longer  federal  assistance, 
they  should  not  be  reported  in  the  Federal  Special  Revenue  Fund. 
DEQ  personnel  should  work  with  the  Department  of 
Administration's  Accounting  Bureau  to  establish  a  more  appropriate 
classification  for  these  funds. 


Inactive  Funds 


We  identified  three  Federal  Special  Revenue  funds  with  cash 
balances  totaling  S65.026;  deferred  revenue  balances  of  $70,162; 
and  loans  payable  of  S2 1,548  which  should  have  been  closed 
because  the  related  federal  EPA  grants  had  been  closed  out.   DEQ 
personnel  stated  they  tried  to  close  out  the  funds  during  fiscal  year 
1998-99  by  using  a  fund  balance  adjustment,  but  the  Department  of 
Administration's  Accounting  Bureau  would  not  let  the  document 
process.   DEQ  personnel  should  work  with  Accounting  Bureau  to 
close  the  funds. 


SABHRS  Coding  Issues 


We  identified  several  transactions  that  processed  in  error  due  to  a 
lack  of  DEQ  and  SABHRS  controls. 


DEQ  processed  a  $149,197  federal  cash  draw  received  on  July  3, 
2000,  as  a  fiscal  year  1999-00  transaction  instead  of  a  fiscal  year 
2000-01  transaction.   During  the  fiscal  year-end  period,  all 
documents  are  automatically  set  with  a  June  30,  2000,  transaction 
date  unless  the  data  enterer  changes  that  date.   In  this  case,  DEQ 
staff  forgot  to  change  the  transaction  date,  but  correctly  set  the 
program  year  as  2001.   Because  the  transaction  processed  in  fiscal 
year  2000,  which  is  earlier  than  the  program  year  input  on  the 
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document,  the  transaction  is  treated  as  a  prior  year  transaction  on 
fiscal  year  1999-00  SABHRS  reports. 

DEQ  requested  a  S3. 000  budget  for  a  fund  they  thought  belonged  to 
DEQ.   The  budget  was  approved  by  the  Office  of  Budget  and 
Program  Planning,  although  the  fund  is  one  used  by  the  Department 
of  Natural  Resources  and  Conservation.   Because  SABHRS  does  not 
list  the  fund  as  a  budgeted  fund  for  DEQ,  the  system  did  not  budget- 
check  the  spending  documents  and  allowed  DEQ  to  spend  S5.923, 
or  S2.923  more  than  authorized,  from  the  fund.   The  department 
had  collected  sufficient  cash  to  cover  the  expenditures. 

DEQ  spent  S8.689  from  two  other  agencies'  funds  because  DEQ 
accounting  transaction  guidelines  were  established  incorrectly. 
Because  these  funds  were  not  on  the  SABHRS  table  of  budgeted 
funds  for  DEQ,  the  documents  bypassed  budget  check  controls. 
DEQ  corrected  the  errors  when  they  were  brought  to  DEQ's 
attention  by  the  other  agencies. 

Because  SABHRS  contains  fewer  centralized  controls  than  SBAS 
had,  DEQ  should  consider  changing  internal  procedures  to  prevent 
and  detect  errors,  such  as  those  noted  above,  that  can  occur  more 
easily  on  SABHRS  than  they  could  on  SBAS. 


Summary  The  fiscal  issues  discussed  or  referred  to  on  pages  8  through  14 

demonstrate  that  DEQ  management  must  implement  an  effective 
financial  management  control  structure.   While  correcting  the  errors 
identified  in  these  sections  is  important,  that  will  not  prevent  similar 
errors  from  occurring  in  the  future.    Until  DEQ  implements  an 
efficient  and  effective  financial  management  control  structure,  it  has 
a  high  risk  of  making  inappropriate  financial  decisions  and 
disseminating  inaccurate  financial  information. 

The  national  Committee  of  Sponsoring  Organizations  (COSO)  arose 
as  an  outgrowth  of  the  Treadway  Commission  (National  Committee 
on  Fraudulent  Financial  Reporting).   The  Treadway  Commission 
recommended  COSO  develop  a  common  definition  of  internal 
control  and  provide  guidance  to  help  management  better  control  an 
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organization's  operations.   In  general,  a  control  structure  is  a 
process  designed  to  provide  management  with  reasonable  assurance 
it  will  achieve  its  objectives  related  to  financial  accountability  and 
compliance  with  laws  and  regulations.   According  to  COSO, 
components  of  a  control  structure  can  be  classified  into  five 
categories: 

1.  Control  environment  sets  the  tone  of  an  organization.   It 
includes  management's  commitment  to  integrity  and 
competency,  placing  the  right  people  in  the  right  jobs.   Assign- 
ment of  authority  and  responsibility  provide  assurance  all 
personnel  understand  the  organization's  objectives,  and  how 
they  contribute  to  those  objectives. 

2.  Risk  assessment  provides  a  basis  for  identifying  risks  to 
achieving  objectives  and  determining  how  to  manage  them. 
Risk  factors  include  changes  in  the  operating  environment, 
systems,  personnel  or  personal  situations,  and  organizational 
restructurings. 

3.  Control  activities  are  those  policies  and  procedures  which 
ensure  management  directives  are  carried  out.   Control 
activities  pertain  to  information  processing  and  include  physical 
controls  to  safeguard  assets,  as  well  as  segregation  of  duties 
which  reduces  the  opportunities  for  an  individual  to  perpetrate 
and  conceal  errors  or  fraud. 

4.  Information  and  communication  relate  to  the  methods  and 
records  used  to  record,  process,  summarize  and  report  an 
organization's  transactions.   The  quality  of  the  information 
directly  impacts  management's  ability  to  make  appropriate 
decisions.   Communication  provides  an  understanding  of 
individual  roles  and  responsibilities  and  how  they  relate  to  the 
work  of  others.   Communication  includes  policy  and 
accounting  manuals,  memoranda,  oral  discussion,  and 
management  actions. 

5.  Monitoring  is  assessing  the  quality  of  a  control  structure  over 
time.   It  requires  timely  response  to  changing  factors  affecting 
design  and  operation  of  controls.   Regular  management  and 
supervisory  activities  can  provide  an  on-going  monitoring 
process.   An  internal  audit  function  in  an  organization  provides 
a  separate  evaluation  of  the  design  and  operation  of  controls. 
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External  sources,  e.g.  clients,  also  provide  feedback  on  an 
organization's  control  structure. 

During  our  audit  period.  DEQ  fiscal  and  management  personnel 
were  occupied  with  the  daily  workloads  of  their  position,  the 
workloads  of  vacant  positions,  and  conversion  from  SBAS  to 
SABHRS.    Unfamiliarity  with  the  new  accounting  system 
contributed  to  the  noncompliance  and  accounting  errors  discussed  in 
this  report.   Other  contributing  factors  include  the  diversity  and 
quantity  of  transactions,  and  an  inadequate  system  for  monitoring 
accounting  records,  particularly  after  converting  to  SABHRS. 

Centralized  Services  Division  (CSD)  experienced  turnover  in  the 
division  administrator,  payroll,  and  cash  receipting  positions  and  had 
positions  vacant  during  the  audit  period.   Other  divisions  also 
experienced  turnover  in  key  fiscal  personnel.   We  observed  that 
fiscal  personnel  who  had  been  with  DEQ  for  several  years  seemed 
fairly  consistent  in  explaining  how  their  work  interrelated  with  the 
work  of  others  in  their  division  or  with  other  divisions,  but  newer 
fiscal  employees  were  less  certain  and  clear  about  their 
responsibilities.   DEQ  personnel  often  indicated  that  CSD  staff  and 
fiscal  staff  in  other  divisions  shared  responsibility  for  department 
activities.   Shared  responsibility  works  when  people  know 
specifically  what  their  responsibility  is,  but  these  responsibilities  are 
not  documented  at  DEQ. 

The  importance  of  management  control  is  recognized  by  the 
Montana  Constitution  and  statutory  law,  both  of  which  mandate 
controls  be  in  place  to  safeguard  assets  and  provide  accountability  by 
state  government.   As  DEQ  designs  and  implements  a  financial 
management  control  structure,  management  should  address  the 
control  components  discussed  above.   The  sections  discussing  the 
individual  issues  include  specific  suggestions  for  control  activities 
which  would  have  prevented  or  detected  the  identified  errors. 

DEQ  expenditures  exceeded  $71  million  in  fiscal  year  1999-00. 
Implementing  an  effective  fiscal  management  control  structure  needs 
to  be  analyzed  against  the  types  of  errors  and  noncompliance 
discussed  in  this  report,  as  well  as  the  complexity,  diversity,  and 
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magnitude  of  the  programs  for  which  DEQ  is  responsible.  We 
believe  additional,  cost-effective  controls  are  available  to  DEQ. 


Recommendation  #1 

We  recommend  the  department: 

A.  Implement  a  financial  management  control 
structure  to  assure  financial  accountability  and 
compliance  with  state  and  federal  laws  and 
regulations. 

B.  Comply  with  constitutional  and  statutory 
requirements  by  disbursing  funds  only  under 
appropriations  made  by  law. 


Cash  Collections 
Controls 


State  policy  requires  each  state  agency  to  establish  and  maintain  a 
system  of  internal  controls  over  collections  and  deposits.   An 
effective  system  of  internal  controls  will  provide  reasonable 
assurance  the  collections  and  deposit  procedures  are  properly 
performed.   No  one  person  should  perform  functions  which  place 
the  person  in  a  position  to  perpetrate  and  conceal  errors  or 
irregularities  in  the  normal  course  of  their  duties.   An  effective 
system  of  internal  control  has  an  additional  benefit  of  protecting 
honest  employees  from  unwarranted  suspicion  of  wrong  doing. 


DEQ  receives  checks  and  currency  as  payment  for  environmental 
impact  statement  studies,  licenses  and  permits,  and  fines.   According 
to  DEQ  records,  it  collected  checks  and  currency  of  about  $6.8  and 
$7.1  million  in  fiscal  years  1998-99  and  1999-00,  respectively.   In 
our  prior  audit  report,  we  recommended  the  department  establish 
accounting  control  over  moneys  received. 

State  policy  requires  agencies  to  maintain  appropriate  control  over 
collection  activities.   After  the  mail  is  opened  at  DEQ,  one  employee 
is  responsible  for  custody  of  the  collections,  updating  accounts 
receivable  on  the  DEQ's  computer  database  subsystem,  preparing 
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the  required  accounting  system  transactions  and  the  treasury1  deposit 
ticket,  and  making  the  deposit.   With  one  employee  responsible  for 
all  these  activities.  DEQ  cannot  ensure  all  moneys  received  are 
deposited  in  the  state  treasury. 

DEQ's  current  staffing  level  should  allow  it  to  adequately  separate 
responsibilities  in  the  cash  collection  process.   If  DEQ  separated  the 
duties  of  personnel  who  work  in  the  cash  receiving  function  as 
outlined  in  state  policy  (section  2-1210.90,  Montana  Operations 
Manual),  it  could  significantly  improve  control  over  the  collection, 
accounting,  and  depositing  process. 


Recommendation  #2 

We  recommend  the  department  establish  accounting 

control  over  moneys  received,  as  required  by  state 

policy. 


Fixed  Asset  Inventory 
Control 


The  department  has  not  inventoried  its  fixed  assets  since  DEQ 
personnel  relocated  in  December  1995.   State  policy  requires  an 
inventory  of  fixed  assets  valued  at  $5,000  or  more  at  least  every  two 
years.   A  fixed  asset  inventory  is  important  to  determine  if  valuable 
assets  have  been  lost  or  stolen,  to  determine  if  all  valuable  assets  are 
recorded,  and  to  ensure  the  accounting  records  are  properly 
updated.   At  June  30,  2000,  the  department's  accounting  records 
reflected  fixed  assets  of  $2,435,545  in  the  General  Fixed  Assets 
Group  and  $177,329  in  the  Internal  Service  Fund.   The  department 
bureau  chief  who  is  responsible  for  initiating  the  inventory  indicated 
he  had  planned  to  conduct  an  inventory  in  fiscal  year  1999-00,  but 
his  staff  did  not  have  the  time  available  to  do  the  work. 


Recommendation  #3 

We  recommend  the  department  inventory  its  fixed 

assets  at  least  once  every  two  years  as  required  by  state 

policy. 
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Monitoring  Security  and 
Performance  Bonds 


The  Remediation  Division  has  contracts  with  consultant  engineering 
firms  to  assist  the  department  in  various  projects  that  include  site 
evaluations,  data  gathering  and  analysis,  project  design,  preparation 
of  bid  specifications  and  monitoring  of  firms  selected  to  complete 
projects.   Contract  provisions  require  the  consultants  to  provide  a 
Letter  of  Credit  (LOC)  or  Certificate  of  Deposit  (CD)  to  the 
department  as  security  for  performance  of  required  work. 


The  purpose  of  requiring  a  LOC  or  CD  as  a  performance  bond  is  to 
protect  the  state  from  significant  financial  loss  in  the  event  a 
contractor  fails  to  properly  perform  contract  requirements.   If  these 
documents  are  lost,  misplaced,  or  expired  the  state  may  not  be  able 
to  recover  on  the  performance  bond.   The  original  documents  should 
be  periodically  inventoried  and  monitored  to  ensure  the  amounts  and 
expiration  dates  continue  to  be  appropriate  when  contracts  are 
amended  or  extended. 

We  reviewed  two  LOCs  and  found  that  one  expired  March  12, 
1999,  even  though  the  contract  it  supported  had  been  extended  to 
April  30,  2001.   We  asked  the  division  for  a  list  of  consultants 
currently  under  contract  with  the  Remediation  Division  including,  if 
applicable,  the  LOC  amount  and  expiration  date.   Division  personnel 
provided  us  with  a  list  of  seven  contracts  requiring  LOCs  and  the 
related  LOC  amounts  and  expiration  dates.   Of  the  LOCs  for  these 
seven  contracts,  one  expired  April  30,  1998,  one  expired  March  12, 
1999  (the  one  we  tested),  and  one  is  scheduled  to  expire  on  April 
21,  2001.   The  three  related  contracts  expire  on  April  30,  2001. 
After  we  notified  Remediation  Division  personnel  of  our  concerns, 
the  two  expired  LOCs  were  replaced  with  LOCs  that  expire  when 
the  contracts  expire,  according  to  department  personnel. 


Recommendation  #4 

We  recommend  the  department  properly  monitor 

performance  bond  expiration  dates  to  ensure  the  bonds 

are  appropriately  updated  when  contracts  are 

amended. 


Page  19 


Findings  and  Recommendations 


Federal  Compliance 


The  department  administers  four  federal  financial  assistance 
programs  that  are  considered  major  grants  under  definitions  in  the 
Federal  Single  Audit  Act.   They  are  the  Abandoned  Mine  Land 
Reclamation  (AMLR),  Performance  Partnership  Grant  (PPG).  Clean 
Water  State  Revolving  Fund  (CWSRF),  and  Drinking  Water  State 
Revolving  Fund  (DWSRF)  programs.   The  revolving  fund  programs 
are  jointly  administered  with  the  Department  of  Natural  Resources 
and  Conservation  (DNRC).   We  tested  the  department's  compliance 
with  significant  federal  requirements  of  these  programs.  The 
following  three  sections  discuss  how  the  department  could  improve 
procedures  to  comply  with  federal  requirements.   We  also 
recommended  in  the  DNRC  report  that  DNRC  require  recipients  of 
revolving  funds  to  certify  the  organization  and  its  principals,  if  any, 
are  not  suspended  or  debarred  as  required  by  federal  regulations. 


Using  Federal  Funds  for 
Allowable  Purposes 


During  fiscal  year  1998-99,  the  department  charged  $288,040  of 
ineligible  reclamation  project  costs  to  the  federal  AMLR  program 
because  it  did  not  have  the  cash  available  to  pay  for  a  mine  site's 
reclamation.   DEQ  drew  cash  from  the  U.S.  Treasury  to  finance  the 
costs,  which  were  the  responsibility  of  the  state.   After  the  project 
was  completed,  the  department  received  reimbursement  from  the 
Resource  Indemnity  Trust  account  managed  by  the  Department  of 
Natural  Resources  and  Conservation  and  corrected  its  accounting 
records.    Even  though  the  department  returned  the  cash  to  the 
federal  grant  by  the  end  of  the  fiscal  year,  federal  regulation 
prohibits  use  of  federal  funds  for  unallowable  costs. 


Recommendation  #5 

We  recommend  the  department: 

A.  Record  transactions  in  the  proper  fund. 

B.  Use  federal  funds  only  for  allowable  purposes  as 
required  by  federal  regulation. 
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Inconsistent  Leave  Pool 
Rates 


The  purpose  of  a  leave  pool  is  to  ensure  the  leave  costs  earned  by 
employees  working  on  a  project  are  charged  to  the  project.   Leave 
pools  are  designed  to  charge  programs  or  projects  for  leave  costs  as 
the  leave  is  earned,  and  to  provide  cash  to  pay  the  employee  when 
leave  is  used. 


The  department  maintains  leave  pools  with  two  different  rates  used 
to  fund  leave  taken  by  certain  employees  who  accumulate  leave 
while  working  in  state  and  federal  programs.   The  two  leave  pools 
with  different  rates  were  moved  into  the  department  from  the  former 
Department  of  State  Lands  (DSL)  and  the  Department  of  Natural 
Resources  and  Conservation  (DNRC)  when  state  programs  were 
reorganized  to  form  DEQ.   Leave  for  the  majority  of  department 
employees  is  not  covered  by  either  of  the  two  leave  pools. 

For  the  leave  pool  costs  to  be  allowed  for  federal  programs,  the 
costs  must  be  uniformly  applied  to  all  related  activities  of  the 
governmental  unit.   Since  the  leave  pool  rates  are  not  consistently 
applied  to  all  employee  leave,  the  costs  are  unallowable  under 
federal  regulations.   Therefore,  we  question  leave  pool  charges 
amounting  to  $116,731  and  $38,797  in  fiscal  years  1998-99  and 
1999-00,  respectively. 

This  issue  was  also  discussed  in  the  prior  audit  report.   The 
department  concurred  with  the  recommendation  to  review  its  leave 
accounting  procedures  and  ensure  the  procedures  are  uniformly  and 
equitably  applied,  but  did  not  implement  it.   Department  personnel 
stated  they  met  with  other  state  agency  personnel  regarding 
developing  a  unified  approach  that  could  be  implemented  statewide, 
but  did  not  get  the  support  necessary  to  do  that.   A  department 
bureau  chief  indicated  department  management  has  directed 
Centralized  Services  Division  to  establish  an  agency  wide  leave 
pool. 


Recommendation  #6 

We  recommend  the  department  charge  its  leave  costs 

uniformly  and  equitably  in  accordance  with  federal 

regulations. 


Page  21 


Findings  and  Recommendations 


Submitting  Federal  Cash 
Transactions  Reports 


The  department  does  not  submit  federal  cash  transactions  reports  for 
any  of  its  federal  programs,  including  the  Clean  Water  and  Drinking 
Water  State  Revolving  Fund  (SRF)  Programs,  as  required  by  federal 
regulations.  Federal  regulations  require  grantees  to  file  a  SF-272 
federal  cash  transactions  report,  unless  the  terms  of  the  award 
exempt  the  grantee  from  the  requirement.   The  report  must  be 
submitted  within  15  days  after  the  end  of  each  calendar  quarter. 


Department  personnel  indicated  they  have  not  submitted  the  reports 
in  the  past  and  have  not  been  asked  by  federal  program  personnel  to 
submit  the  reports.   Because  they  have  not  been  asked  to  submit  the 
reports,  the  reports  have  become  a  low  priority. 


Recommendation  #7 

We  recommend  the  department  file  Federal  Cash 

Transactions  Reports  as  required  by  federal 

regulations. 


State  Compliance 


We  tested  compliance  with  state  laws  and  regulations  related  to 
department  operations.   The  following  four  sections  discuss 
instances  of  noncompliance  with  state  law. 


Public  Water  Supply 
System  Fees 


The  department  does  not  recover  its  cost  for  reviews  of  public  water 
supply  system  plans  and  specifications  as  required  by  law.   Section 
75-6-108(3),  MCA,  requires  the  department  to  assess  fees, 
prescribed  by  the  Board  of  Environmental  Review,  on  persons  who 
submit  plans  and  specifications  for  construction,  alteration,  or 
extension  of  a  public  water  supply  system  or  public  sewage  system. 
The  fees  must  be  commensurate  with  the  department's  cost  of 
reviewing  the  plans  and  specifications. 


Based  on  the  program  manager's  estimates,  salaries  and  benefits 
were  approximately  $70,000  in  each  fiscal  year  1998-99  and  1999- 
00  for  personnel  who  review  water  system  plans  and  specifications. 
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The  department  collected  S47,104  and  $39,120  in  fees  for  each 
fiscal  year,  respectively.   Even  without  considering  related  operating 
costs,  the  department  is  not  recovering  the  cost  of  reviewing  water 
system  plans  and  specifications. 

Department  personnel  said  the  fees  related  to  these  reviews  were 
established  by  administrative  rule  in  March  1992.   They  indicated 
cost  for  reviewing  public  water  supply  systems  are  not  tracked 
separately  on  the  state's  accounting  system. 


Recommendation  #8 

We  recommend  that  the  department  work  with  the 
Board  of  Environmental  Review  to  establish  fees  that 
are  commensurate  with  costs  for  the  review  of  plans 
and  specifications  for  the  public  water  supply  systems 
as  required  by  state  law. 


Annual  Asbestos  Facility 
Permit  Fees 


Section  75-2-504,  MCA,  requires  the  fee  for  an  annual  asbestos 
facility  permit  reflect  the  actual  cost  of  the  department's  application 
review,  permit  issuance,  and  facility  inspections.   DEQ  does  not 
track  its  asbestos-related  expenditures  in  sufficient  detail  to  ensure 
compliance  with  this  law.   However,  department  personnel  estimated 
DEQ  received  $22,300  in  annual  facility  permit  revenue  and 
incurred  $9,600  in  related  expenditures  in  fiscal  year  1999-00, 
indicating  fees  exceed  costs,  contrary  to  state  law. 


Air  and  Waste  Management  Bureau  personnel  indicated  the  annual 
facility  permit  fees  were  set  on  February  16,  1993,  and  the  fees  have 
not  been  adjusted  since  then.   They  also  maintain  that  it  is  difficult  to 
ensure  the  fees  reflect  the  actual  costs  because  the  costs  for  each 
permit  vary.   DEQ  should  track  costs  related  to  and  adjust  annual 
asbestos  facility  permit  fees  to  comply  with  state  law. 
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Recommendation  #9 

We  recommend  the  department  establish  annual 
asbestos  facility  permit  fees  based  on  actual  costs  as 
required  by  state  law. 


Untimely  Water  and 
Wastewater  Certificate 
Revocation  Notices 


The  department  does  not  revoke  the  certification  of  water  and 
wastewater  operators  in  a  timely  manner  as  required  by  law. 
Section  37-42-308(2),  MCA.  requires  certificate  holders  to  apply  for 
a  renewal  of  the  certificate  before  July  1  each  year  and  remit  to  the 
department  any  renewal  fee.   The  law  requires  the  department  to 
suspend  the  certificate  of  any  operators  who  have  not  applied  for 
renewal  by  July  1,  and  to  revoke  the  certificate  of  any  which  have 
been  suspended  for  more  than  30  days.  At  least  10  days  before  the 
time  set  for  revocation,  the  department  must  notify  the  certificate 
holder  by  certified  mail. 


In  the  past  three  years  the  department  mailed  its  intention  to  revoke 
letters  in  mid  to  late  August  causing  the  notice  of  revocations  to 
occur  between  60  and  71  days  after  certificates  were  suspended, 
rather  than  20  days  as  required  by  law. 


Recommendation  #10 

We  recommend  the  department  establish  procedures  to 
mail  intention-to-revoke  notifications  to  water  and 
wastewater  operators  in  a  timely  manner  as  required  by 
state  law. 
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Conflict  in  State  Law 


The  department  deposits  federal  revenue  received  for  a  radon  public 
information  program  in  the  Federal  Special  Revenue  Fund  (FSRF) 
instead  of  the  State  Special  Revenue  Fund  (SSRF)  as  required  by 
Title  75,  chapter  3,  part  6,  MCA.   Section  75-3-607,  MCA,  requires 
that  all  radon  moneys  received  from  all  sources,  including  federal, 
must  be  deposited  in  the  SSRF.   In  fiscal  years  1998-99  and 
1999-00,  the  state  received  and  deposited  $25,517  and  $33,617 
respectively,  in  the  FSRF. 


This  occurred  because  there  is  a  conflict  in  state  law.   Section 
75-3-607,  MCA,  requires  federal  radon  moneys  to  be  deposited  in 
the  SSRF  while  section  17-2-102,  MCA,  and  state  accounting  policy 
require  all  money  received  from  federal  sources  be  deposited  in  the 
FSRF. 


Recommendation  #11 

We  recommend  the  department  seek  legislation  to 
amend  section  75-3-607,  MCA,  to  allow  federal  radon 
moneys  to  be  deposited  in  the  Federal  Special  Revenue 
Fund  consistent  with  section  17-2-102,  MCA. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of 
the  Department  of  Environmental  Quality  for  each  of  the  fiscal  years  ended  June  30,  1999  and  2000. 
The  information  contained  in  these  financial  schedules  is  the  responsibility  of  the  Department  of 
Environmental  Quality's  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.   The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  Department  of  Environmental  Quality's  assets,  liabilities  and  cash 
flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the 
results  of  operations  and  changes  in  fund  balances  and  property  held  in  trust  of  the  Department  of 


Room  160.  State  Capitol  Building,  PO  Box  201705  Helena  MT  59620-1705 
Phone  (406)444-3122  FAX  (406)444-9784  E-Mail  lad@state.mt.us 
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Environmental  Quality  for  each  of  the  fiscal  years  ended  June  30.  1999  and  2000,  in  conformity  with 
the  basis  of  accounting  described  in  note  1 . 


Respectfully  submitted. 


James  Gillett.  CPA 
Deputy  Legislative  Auditor 


September  20,  2000 
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DEPARTMENT  OF  ENVIRONMENTAL  QUALITY 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  20O0 


PROGRAM  (SUB-CLASS)  EXPENDITURES  &  TRANSFERS-OUT 

PERSONAL  SERVICES 
SALARIES 

OTHER  COMPENSATION 
EMPLOYEE  BENEFITS 
PERSONAL  SERVICES-OTHER 
Total 


Program  (Sub 
class)  Not 
Specified 

Central 

Management 
Program 

Plan. 
Prevent.  & 
Assist.  Div. 

$     2,894,613 
728,053 

Enforcement 
Division 

Remediation 
Division 

Permitting  & 

Compliance 

Division 

$ 

Petro  Tank 

Release  Comp 

Board 

Non- 
Budgeted 
Fund 

$ 

Total 

150.069 

35,401 
2.468 

$        1.360,163 

1.350 

316,679 

$           558.128 
139.003 

$       2.060.917 
526.617 

$       4,827,338 
1 ,204,985 

1,407 
374 

1 1 ,852,635 

1.350 

2,951,112 

2.468 

187.938 


1,678.192 


3.622.666 


697,131 


2.587.534 


6,032,323 


1.781 


14.807.565 


Operating  Expenses 
Other  Services 
Supplies  &  Malenals 
COMMUNICATIONS 
TRAVEL 
Rent 

UTILITIES 

REPAIR  &  MAINTENANCE 
OTHER  EXPENSES 
Total 


5,910.509 

443,862 

5.104,612 

83,908 

5.302.696 

1 1 .548.532 

12.492 

117,266 

182,232 

23.789 

126,784 

359,102 

8.783 

42,144 

124,246 

17.035 

91,463 

217,809 

5.415 

27,037 

197,375 

17.035 

111.816 

212,322 

14.938 

83,975 

188,441 

33.036 

233,080 

320.671 

6.003 

243 

2,346 

239 

9.151 

19.576 

3,357 

10.098 

40,384 

68.005 

36,080 

819.044 

153.260 

594.559 

1.367,527 

6.020.381 


759.515 


6.641.529 


331 .420 


6.470.739 


14.068,693 


889 

488 

267 

94 


421 


2.159 


(3.884) 


(3.884) 


28.391,124 

822,153 

501 ,747 

571 .094 

874,141 

8,592 

82,805 

3,038,896 

34.290.552 


Equipment  &  Intangible  Assets 
Equipment 

INTANGIBLE  ASSETS 
Total 


(40.544) 


(40.544) 


16.271 


16.271 


113,842 


113.842 


26.270 
1.705 


27,975 


115.839 

1.705 

117.544 


GRANTS 
FROM  STATE  SOURCES 
FROM  FEDERAL  SOURCES 
Total 

BENEFITS  &  CLAIMS 
FROM  STATE  SOURCES 
Total 

TRANSFERS 
ACCOUNTING  ENTITY  TRANSFERS 
Total 


383.764 
383.764 


(4.857) 
(4.857) 


14.377.922 
14,377.922 


39.507 
39.507 


6.431 


6,431 

5,298,023 

5.298,023 

0 

1 .063,069 


1 .063,069 


40.929 


40.929 


1 .069.500 

423,271 

1,492,771 


5.334,095 
5.334.095 


14.377.922 
14.377,922 


Debt  Service 
BONDS 
LOANS 
Total 

Total  Expenditures  &  Transfers-Out 


747,198 


747,198 


$      21.671,802 


2,453.978  $    10,417.544 


1,028.551 


148,989 
148,989 


$     14,511.716 


$     21.192.060 


44.869 


747,198 
148,989 
896,187 


$     71,316.636 


EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Internal  Service  Fund 
Total  Expenditures  &  Transfers-Out 

Less:     Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 
Budget  Authority 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Internal  Service  Fund 
Unspent  Budget  Authonty 


$ 

20,740.556 
941.241 
(9.995) 
21.671,802 

21 ,397,849 

273.953 

0 

0 

0 

$ 

$ 

$ 
$ 

14.621 
7,916 

2,431.441 
2,453.978 

(63.148) 

(13.123) 

2.530.249 

3,019,438 

489.189 

$ 

$ 

$ 
$ 

1.756,367 
8,661.177 

$ 

501 .496 
527,055 

$ 

$ 

$ 
$ 

14,511,716 

$ 

$ 

$ 
$ 

1,148,095 
20,043,965 

$ 

44,869 

$ 

(3,884) 

$ 

$ 

$ 
$ 

3.420.579 

64.533.370 

941,241 

2.421 .446 

$ 

10.417.544 

0 

42,653 

1 0,374 ,891 

12,425,952 

2.051,061 

I 

$ 

$ 

1 ,028,551 

0 

235 

1.028.316 

1 ,097,631 

69.315 

14,511.716 

6.217 

(319.216) 

14.824.715 

17.260.204 

2,435.489 

21,192,060 

8 

242.880 

20549.172 

71.320,130 

50.370,958 

$ 

44.869 

8,690 

36,179 

0 

0 

0 

$ 

(3,884) 

0 
(3.884) 
0 
0 
0 

71.316.636 

21,349,616 

259.677 

49.707,343 

105.123.355 

55.416,012 

$ 

250,962 

1.619 

236.608 

489.189 

152,308 
1 .898,753 

7.091 
62.224 

2.435.489 

97,090 
50.273,868 

$ 

$ 

0 

$ 
$ 

0 

507.451 

54,671,953 

236,608 

$_ 

0 

2.051.061 

69.315 

2.435,489 

50,370.958 

55.416,012 

Jle  is  prepared  from  the  Statewide  Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS)  without  ad|ustment.  Additional  information  is  provided  in  the  notes  to  the  financal  schedules  beginning  on  page  A-1 1 . 
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DEPARTMENT  OF  ENVIRONMENTAL  QUALITY 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1999 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT 

Personal  Services 
Salanes 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 
Total 

Total  Expenditures  &  Transfers-Out 

EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:      Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authonty 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Internal  Service  Fund 
Unspent  Budget  Authority 


794,257 


12,438 
69,000 


81,438 


2,550,738        $. 


81,056 
194,376 

2,275,306 


2,550,738 

27,247 
(4,547) 


2,528,038 
2,767,198 


239,160        $ 


1,586 
99,652 

137,922 


239,160       $. 


Central 

Petro  Tank 

Management 

Plan. Prevent.  & 

Enforcement 

Remediation 

Permitting  & 

Release  Comp. 

Program 

Assist. Div. 

Division 

Division 

Compliance  Div. 

Board 

Total 

1,323,160 

$              2,745.573        I 

I                508,598        I 

i              1,997,535 

$             4,626.991 

$                251,145        $ 

11,453,002 

528 

528 

2,200 

125 

(4) 

2,321 

305,480 

686,702 

126,654 

495,469 

1,154,605 

67,513 

2,836,423 

43,675 

43,675 

1,675,043 

3,432,400 

635,252 

2,493,004 

5,781,592 

318,658 

14,335,949 

458,331 

1,828,890 

38,582 

9,460,273 

3,397,681 

58,782 

15,242,539 

133,365 

269,932 

17,297 

181,942 

337,253 

22,869 

962,658 

42,729 

105,315 

12,474 

93.0C6 

193,833 

1 1 ,946 

459,363 

15,559 

178,943 

13,607 

119,818 

204,082 

4,111 

536,120 

77,608 

170,332 

27,527 

208,237 

262,617 

24,516 

770.837 

5,316 

200 

5,831 

11,347 

8,291 

18,930 

2,668 

7,7^8 

34,189 

421 

72,297 

58,374 

695,244 

125,298 

520,242 

1,175,561 

66,892 

2.641,611 

3,272,902 


137,173 


137,173 


(13) 
439,086 


439,073 


14,012,956 
14,012,956 


738,450 


738,450 


22,032,954 


1,557,621        $ 
19,673,216 
802,117 

22,032,954 

14,658.670 
(144.389) 

7,518,673 
1 1 ,904,726 

4,386,053        $ 


28,862 
4,357,191 


4.386,053       $. 


237,453 


715 


715 


873,420 


317,834 
555,586 


873,420 


(9,521) 


882,941 
932.669 


1,197 
48,531 


10,591,576 


49,728        $ 


5,611,047 


42,830 


1,504 


42,830 


1,504 


14,994 


990,747 


14,994 


990,747 


13,142,404 


13,142,404 

4,201,579 

(277,701) 

9,218,526 

14,662,802 


896,352 
11,488,538       $ 


12,384,890 


453,423 
(100,930) 


12,032,397 
17,544,114 


5,444,276 


29,721 
5,481,996 


5,444,276        $ 


5,511,717        $. 


189,537 


4,153,031 


4,153,031 


154,802 


154,802 

$  13,142,404        $  12,384,890        $  4,816,028 


4,816,028 


4,816,028 


15,499 


4,800,529 
6,631,244 


1,830,715 


s  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System  without  adjustment.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1. 


20,696.772 


49,728        $  5,444,276_       $  5,511,717        $  1,830,715        $ 


J  £30,71 5        $ 


194,660 
69,000 


263.660 


14,981 
439,086 
990,747 


1,444,814 


4,153,031 


4,153,031 


14,012,956 
14,012,956 


738,450 
154,802 


893,252 


55,800,434 


2,852,863 

49,870.148 

802,117 

2,275,306 
55,800,434 

19,340,919 
(521,589) 


36,981,104 
54,442,753 
17,461,649 


61,366 

17,262,361 

0 

137,922 

17,461,649 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  2000 


1.    Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  and  Agency 
Funds.   In  applying  the  modified  accrual  basis,  the  department 
records: 


Basis  of  Presentation 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception  of 
the  cost  of  employees'  annual  and  sick  leave.   State  accounting 
policy  requires  the  department  to  record  the  cost  of  employees' 
annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary  Funds. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy,  the 
department  records  revenues  in  the  accounting  period  earned  when 
measurable  and  records  expenses  in  the  period  incurred  when 
measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  state's  accounting  system  without 
adjustment.  Consequently,  these  schedules  do  not  agree  in  all  cases 
to  final  state  accounting  system  summary  reports.  These  differences 
are  explained  in  Note  6. 

Accounts  are  organized  in  funds  according  to  state  law.   The 
department  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund.  The  department's 
General  Fund  financial  activity  relates  to  operating  the  following 
programs:  the  Board  of  Environmental  Review;  Planning, 
Prevention,  and  Assistance  Division;  Enforcement  Division;  and 
Permitting  and  Compliance  Division. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  activity  recorded  in  the  Special  Revenue  Fund  is 
primarily  related  to  federal  assistance  programs.   These  programs 
include  Abandoned  Mine  Lands  Reclamation,  Clean  Water  and  Safe 
Drinking  Water  State  Revolving  Funds,  and  Performance 
Partnership  Grants,  as  well  as  other  Environmental  Protection 
Agency,  Department  of  Interior,  and  Department  of  Energy  grants. 
State  Special  Revenue  Funds  include  Petroleum  Storage  Tank 
Cleanup,  Hazardous  Waste-Comprehensive  Environmental 
Response,  Compensation  and  Liability  Act  (CERCLA), 
Underground  Storage  Tank  Leak  Prevention  Program.  Reclamation- 
Bond  Forfeitures,  Solid  Waste  Management  Fee,  Environmental 
Quality  Protection,  Air  Quality-Operating  Fees,  Public  Drinking 
Water,  National  Pollution  Discharge  Elimination  System  (NPDES) 
Permit  Program,  Montana  Pole  Remedial  Action.  Subdivision  Plat 
Review,  Major  Facility  Siting,  Reclamation  and  Development. 
Orphan  Share  Fund,  SST/OU  Remedial  Action,  Junk  Vehicle 
Disposal,  and  various  funds  related  to  reclamation  of  Pegasus  mines. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-Term  Debt  Principal  and  Interest.  The 
department  uses  this  fund  for  state  building  and  energy  programs. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis. 
The  department's  Internal  Service  Fund  includes  indirect  charges 
assessed  against  all  units  of  the  department  by  the  Central 
Management  program  for  providing  department-wide  support 
functions  and  services. 
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Notes  to  the  Financial  Schedules 


Fiduciary  Funds 


Agency  Fund  -  to  account  for  assets  held  by  the  state  in  a  trustee 
capacity  or  as  an  agent  for  individuals,  private  organizations,  other 
governments  or  other  funds.   The  department's  fiduciary  fund  is  an 
Agency  Fund  used  to  account  for  certificates  of  deposit  held  for 
reclamation  projects. 


2.    General  Fund  Balance 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.   Each  agency  has  authority  to  pay 
obligations  from  the  statewide  General  Fund  within  its  appropriation 
limits.    Each  agency  expends  cash  or  other  assets  from  the  statewide 
fund  when  it  pays  General  Fund  obligations.   The  department's 
outstanding  liabilities  exceed  the  assets  the  agency  has  placed  in  the 
fund,  resulting  in  a  negative  ending  General  Fund  balance  for  the 
two  fiscal  years  ended  June  30,  1999,  and  June  30,  2000. 


Expenditure  Program 
(Sub-class) 


As  pan  of  the  implementation  of  a  new  accounting  system  in  fiscal 
year  1999-00,  state  officials  determined  that  a  sub-class  designation 
would  identify  the  program  to  which  an  expenditure  should  be 
charged.   State  officials  did  not  require  nonbudgeted  expenditure 
transactions  to  be  identified  to  a  sub-class.   The  program 
designations  in  the  Schedule  of  Total  Expenditures  &  Transfers-Out 
for  the  Fiscal  Year  Ended  June  30,  2000,  are  based  on  the  sub-class 
designation  used  when  the  expenditures  were  recorded.   The 
accounting  system  did  not  require  agencies  to  code  nonbudgeted 
accounts  with  a  sub-class  code  identifying  the  expenditure  program 
in  which  the  activity  occurred.   This  nonbudgeted  activity  is 
included  in  the  column  titled  "Program  (Sub-class)  Not  Specified" 
on  the  Schedule  of  Total  Expenditures  &  Transfers-Out  For  the 
Fiscal  Year  Ended  June  30,  2000. 


The  Schedule  of  Total  Expenditures  &  Transfers-Out  for  the  Fiscal 
Year  Ended  June  30,  2000,  showed  the  department  recorded 
($3,884)  of  expenditures  in  a  designated  "Non-Budgeted  Fund"  sub- 
class and  $21,671,802  of  expenditures  without  sub-class  designation. 

The  $14,377,922  of  transfers  and  $747,198  of  debt  service  without 
sub-class  designation  reflect  nonbudgeted  activity  transferring  money 
to  the  Department  of  Natural  Resources  and  Conservation  for  the 
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Notes  to  the  Financial  Schedules 


Clean  Water  and  Drinking  Water  State  Revolving  Funds  and  bond 
payments,  respectively.  The  S5, 910. 509  of  other  services  without 
sub-class  designation  reflect  nonbudgeted  activity  for  remediation  at 
the  Streamside  Tailings  Operating  Unit  and  Montana  Pole. 


Direct  Entries  to  Fund 
Balance 


Direct  entries  to  fund  balance  in  the  General  and  Special  Revenue 
fund  types  in  fiscal  year  1999-2000  include  entries  generated  by 
SABHRS  to  reflect  the  flow  of  resources  within  individual  funds 
shared  by  separate  agencies.   Similar  transactions  are  reported  in  the 
General  and  Special  Revenue  fund  types  as  cash  transfers  in  fiscal 
year  1998-99. 


Petroleum  Tank  Release 
Compensation  Board 


Chapter  259,  Laws  of  1999,  revised  the  makeup  of  the  Petroleum 
Tank  Release  Compensation  Board  and  made  significant  changes  in 
the  staffing  pattern  of  the  petroleum  tank  cleanup  program  beginning 
in  fiscal  year  1999-00.   The  legislation:   (1)  replaced  as  board 
members  the  director  of  the  Department  of  Environmental  Quality 
and  a  representative  of  the  state  fire  prevention  and  investigation 
program  with  a  representative  of  the  financial  industry  and  an 
attorney  with  experience  in  environmental  law;  (2)  removed  the 
allowance  for  the  board  to  hire  and  pay  staff  (the  department  must 
provide  staff  support);  and  (3)  required  the  board  to  pay  costs  of 
reviewing  and  processing  claims  for  reimbursement  submitted  by 
tank  owners  and  operators.   Although  the  legislation  removed  the 
board's  authority  to  hire  its  own  staff,  the  10  FTE  and  the  $677,033 
in  personal  services  appropriated  to  the  Petroleum  Tank  Release 
Compensation  Board  program  remain  with  the  board  appropriations. 


6.    State  Accounting  System 
Summary  Report 
Differences 


A  nonbudgeted  federal  receipt  of  Si 49. 197  which  the  department 
received  and  intended  to  record  in  fiscal  year  2000-01  was  coded  to 
program  year  2001  and  budget  year  2001  with  a  journal  date  of 
June  30,  2000.    Because  of  the  journal  date,  the  transaction  was 
posted  to  fiscal  year  1999-00.   Because  the  transaction  processed  in 
a  year  earlier  than  the  program  year  input  on  the  document,  the 
transaction  is  reported  as  a  prior  year  transaction  on  the  accounting 
systems  Organization  Detail  Summary  for  fiscal  year  1999-00. 
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Notes  to  the  Financial  Schedules 


7     Lawsuits  Three  lawsuits  have  been  brought  challenging  the  validity  of 

Initiative  No.  137  approved  by  Montana  voters  in  November  1998 
and  otherwise  seeking  compensation  for  an  alleged  takings  under  the 
due  process  provisions  of  the  United  States  and  Montana 
Constitutions.   1-137,  as  amended  by  statute,  prohibits  use  of 
cyanide  as  a  leaching  agent  in  the  operation  of  open  pit  gold  or 
silver  mines  permitted  after  November  3,  1998,  but  authorizes 
existing  mines  to  continue  operating  their  current  permits  or  any 
amended  permit  if  the  amendment  is  necessary  to  the  mine's 
operation.   The  first  two  lawsuits  were  filed  in  April  2000  by  the 
same  group  of  plaintiffs  in  federal  and  state  district  courts.   Seven- 
Up  Pete  Venture  v.  Racicot,  No.  CV-00-13-H-CCL  (D.  Mont.); 
Seven-Up  Pete  Venture  v.  State  of  Montana,  No.  DV-2000-250 
(Mont.  1st  Jud.  Dist.  Ct.,  Lewis  &  Clark  County).   The  federal 
action  challenges  I-137's  validity  under  the  Due  Process,  Equal 
Protection  and  Contract  Clauses  of  the  United  States  Constitution 
and  seeks  temporary  takings  relief  if  the  initiative  is  found  invalid 
and  permanent  takings  relief  if  the  initiative  is  found  lawful.   The 
state  action  asserts  similar  claims  under  the  Montana  Constitution, 
raises  other  state  law-grounded  claims  and  requests  the  same  relief. 
The  plaintiffs  contend  that  1-137  has  hampered  and/or  will  prevent 
development  of  a  proposed  gold  mine.   The  state  defendants  have 
moved  for  dismissal  of  the  federal  court  action  on  abstention  and 
ripeness  grounds  and  for  partial  dismissal  of  and/or  summary 
judgment  concerning  the  state  court  action.   The  third  lawsuit, 
Yellow  Band  Gold,  Inc.  v.  State  of  Montana,  No.  DV-00-12350 
(Mont.  5th  Jud.  Dist.,  Beaverhead  County),  was  filed  in  July  2000 
and  raises  some  of  the  same  claims  alleged  in  the  Seven-Up  Pete 
Venture  litigation  and  an  additional  claim  based  on  preemption 
principles.   The  defendants  removed  the  suit  to  federal  court  in 
September  2000.   While  the  state  defendants  in  these  actions  believe 
substantial  arguments  support  the  validity  of  1-137,  the  cases' 
material  facts  have  not  yet  been  developed  sufficiently  to  allow 
determination  of  either  the  likelihood  of  compensable  takings  being 
found  or  the  potential  extent  of  the  alleged  takings  liability. 
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Other  Services  Other  services  expenditures  in  the  Permitting  &  Compliance 

Expenditure  Increases  Division  program's  Special  Revenue  Fund  increased  from  fiscal  year 

1998-99  to  fiscal  year  1999-00  by  approximately  S8.7  million  due  to 
increased  reclamation  activity  of  mines  at  Beal  Mountain,  Basin, 
Zortman,  and  Landusky. 
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FEB  I  .  2001 

Montana  Department  of 

Environmental  Quality  Judy  „.  Mam  Governor 

P.O.  Box  200901     •    Helena,  MT    59620-0901     •    (406)  444-2544    •       www.deq.state.mt.us 


January  31,  2001 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol.  Room  1 60 
Helena.  Montana  59620-1705 


Dear  Mr.  Seacat: 

By  this  letter.  I  am  transmitting  the  Department  of  Environmental  Quality's  formal  response  to  your 
Financial  and  Compliance  Audit  for  the  two  years  ending  June  30,  2000. 

I  would  like  to  personally  thank  your  office  and  the  audit  staff  that  was  assigned  to  this  endeavor  for  their 
dedication  and  professionalism  throughout  the  course  of  this  audit.  Their  findings  and  subsequent 
recommendations  have  provided  a  valuable  service  and  insight  to  department  management  relative  to  our 
fiscal-compliance  responsibilities. 

I  will  be  available,  along  with  appropriate  staff,  for  the  next  meeting  of  the  Legislative  Audit  Committee. 


Sincerely. 

Jan  P.  Sensibaugh 
Director 


cc:         Ann  Danzer,  Administrator 

Centralized  Services  Division 
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Centralized  Services  Division    ■    Enforcement  Division    •    Permitting  &  Compliance  Division    •    Planning,  Prevention  &  Assistance  Division     •    Remediation  Division 


Recommendation  #1 

We  recommend  the  department: 

A.  Implement  a  financial  management  control  structure  to  assure  financial 
accountability  and  compliance  with  state  and  federal  laws  and  regulations. 

B.  Comply  with  constitutional  and  statutory  requirements  by  disbursing  funds  only 
under  appropriations  made  by  law. 

The  department  concurs  with  this  recommendation. 

Related  to  vendor  payments,  the  department  will  comply  with  constitutional  and 
statutory  requirements  by  disbursing  funds  only  under  appropriations  made  by 
law. 

We  will  work  with  Department  of  Administration's  Accounting  Division  to: 

•  Determine  the  appropriate  accounting  entries  necessary  to  close  to  close  the 
inactive  funds  to  the  Performance  Partnership  Grant  (PPG)  by  fiscal  year- 
end. 

•  Reclassify  the  Abandoned  Mine  Land  Reclamation  (AMLR)  trust  funds  to  a 
more  appropriate  classification. 

•  Determine  the  proper  accounting  treatment  for  property  held  in  trust  and 
correct  the  balances  before  fiscal  year-end. 

We  will  reimburse  the  general  fund  for  the  1999-00  SFCAP  (State  Funds  Cost 
Allocation  Plan)  charges  and  will  correctly  charge  all  future  SFCAP  charges  by 
prorating  to  state  special  revenue  funds  based  upon  appropriations. 

Related  to  the  issue  of  accountability  for  property  held  in  trust,  we  will  adopt 
policies  and  procedures  to  record,  physically  control,  and  properly  account  for 
permitting  bonds  and  surety  instruments.   We  will  maintain  a  subsidiary  ledger  of 
these,  perform  a  monthly  review  of  the  ledger,  and  perform  a  semiannual 
reconciliation  to  the  accounting  records.   The  department  will  review  and 
reconcile  the  unexplained  balance. 

The  department  will  reconcile  the  accounts  receivable  and  make  correcting 
entries  before  fiscal  year-end.   We  will  develop  control  procedures  and 
reconciliation  processes  to  assure  that  receipts  are  applied  to  appropriate 
receivables. 

Relative  to  the  unrecorded  fines  and  penalties,  a  technical  problem  exists  with 
the  implementation  of  2-4-603,  MCA,  regarding  obtaining  general  fund  spending 
authority  from  the  legislature  for  transactions  impacting  the  agency's  accounts 
that  involve  no  actual  cash  spending.   We  will  pursue  resolution  of  this  technical 
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problem  with  the  budget  office  in  order  to  determine  the  appropriate  accounting 
treatment  of  these  transactions  so  that  we  may  implement  this  recommendation. 

The  department  has  analyzed  the  account  balances  and  "Due  to  Federal 
Government"  activity  in  the  federal  cost  recovery  fund.   The  problems  resulted 
from  changing  the  accounting  system,  automated  closing  processes  within  the 
new  system,  and  a  difference  in  accounting  treatment.   The  accounts  will  be 
adjusted  to  reflect  actual  activity  and  proper  accounting  treatment. 

In  summary,  the  department  will  develop  additional  accounting  controls  to 
compensate  for  the  lack  of  controls  in  SABHRS  in  the  development  of  our 
management  control  plan,  which  we  will  have  in  place  by  May  1,  2001. 

Recommendation  #2 

We  recommend  the  department  establish  accounting  control  over  moneys  received,  as 
required  by  state  policy. 

The  department  concurs  with  this  recommendation. 

We  will  adopt  policies  and  procedures  that  comply  with  state  cash  receipting 
policies  to  include  a  separation  of  duties  in  key  controls  by  March  1,  2001. 

Recommendation  #3 

We  recommend  the  department  inventory  its  fixed  assets  at  least  once  every  two  years 
as  required  by  state  policy. 

The  department  concurs  with  this  recommendation. 

DEQ  concurs  and  has  set  a  date  for  the  biennial  fixed  asset  inventory  for  April 
of  2001  and  will  occur  every  2  years  thereafter. 

The  department  will  adopt  an  inventory  policy  and  procedures  to  comply  with 
state  regulations. 

Recommendation  #4 

We  recommend  the  department  properly  monitor  performance  bond  expiration  dates  to 
ensure  the  bonds  are  appropriate!1  updated  when  contracts  are  amended. 

The  department  concurs  with  this  recommendation. 

The  department  has  a  new  contract  management  database  coming  on  line  this 
fiscal  year  which  allows  for  the  addition  of  "Reminder  Dates".   The  system  will 
create  a  monthly  report  that  will  advise  of  time  sensitive  documents  needing 
review.  We  will  set  the  reminders  for  one  month  before  the  expiration  dates  of 
the  documents.   We  will  perform  a  document  inventory  and  adopt  policies  and 
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procedures  to  record,  physically  control,  and  properly  account  for  performance 
bonds  and  surety  instruments. 

We  will  assign  responsibility  for  and  provide  training  for  the  handling  of  the 
instruments  of  faithful  performance  and  their  maintenance  along  with  the  new 
contract  database  by  June  30,  2001. 

Recommendation  #5 

We  recommend  the  department: 

A.  Record  transactions  in  the  proper  fund. 

B.  Use  federal  funds  only  for  allowable  purposes  as  required  by  federal  regulation. 

The  department  concurs  with  this  recommendation. 

However,  most  sites  at  which  RDG  monies  would  be  used,  are  also  eligible  for 
OSM  funding.  In  the  case  of  the  Nellie  Grant  project,  which  is  at  issue  here, 
this  was  a  co-mingled  project  where  eligible  and  ineligible  disturbances  were 
overlapping.  Our  contract  with  DNRC  was  completed  up  front  but  the 
negotiated  contract  requirements  were  that  DNRC  would  only  reimburse  the 
department  after  the  funds  were  spent  and  the  DEQ  presented  a  proof  of 
payment  to  the  DNRC.  Because  the  expenses  were  co-mingled,  the  site 
conditions  precluded  separate  billing  of  costs.  OSM  was  aware  of  the  situation 
and  did  not  indicate  there  was  a  problem  with  the  agreement.  As  we  negotiate 
future  agreements  with  DNRC  we  will  make  every  effort  to  ensure  funding  can 
be  received  prior  to  payment  or  will  take  out  a  short-term  general  fund  loan  to 
ensure  proper  payment  can  be  made  promptly  within  30  days,  as  required  by 
the  Prompt  Payment  Act. 

Recommendation  #6 

We  recommend  the  department  charge  its  leave  costs  uniformly  and  equitably  in 
accordance  with  federal  regulations. 

The  department  concurs  with  this  recommendation. 

The  department  has  attempted  to  become  involved  in  a  statewide  leave 
treatment  plan;  however,  we  will  now  undertake  correction  of  the  leave 
treatment  disparity  within  our  agency.   We  will  establish  an  internal  task  force 
and  work  with  our  federal  cognizant  agency  to  establish  a  leave  additive  by 
fiscal  year-end. 

Recommendation  #7 

We  recommend  the  department  file  Federal  Cash  Transaction  Reports  as  required  by 
federal  regulations. 
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The  department  conditionally  concurs  with  this  recommendation. 

The  department  feels  that  these  reports  duplicate  information  provided  in  other 
reports  and  will  first  request  an  exception  to  this  requirement  from  the  federal 
government  as  provided  for  in  OMB  guidelines.  If  an  exception  is  not  granted, 
we  will  develop  a  timetable  to  submit  the  past  due  reports  by  no  later  than  June 
30,  2001,  and  all  current  reports  will  be  submitted  in  a  timely  manner  thereafter. 

Recommendation  #8 

We  recommend  that  the  department  work  with  the  Board  of  Environmental  Review  to 
establish  fees  that  are  commensurate  with  costs  for  the  review  of  plans  and 
specifications  for  the  public  water  supply  systems  as  required  by  state  law. 

The  department  concurs  with  this  recommendation. 

The  department  will  refine  our  cost  accounting  by  requiring  appropriate  staff  to 
assign  their  plan  review  hours  to  a  separate  organizational  unit.   These  costs 
will  be  reviewed  after  12  months  to  determine  if  it  is  necessary  to  adjust  the 
fees  to  reflect  costs  by  proposing  a  rule  change  to  the  Board. 

Recommendation  #9 

We  recommend  the  department  establish  annual  asbestos  facility  permit  fees  based  on 
actual  costs  as  required  by  law. 

The  department  concurs  with  this  recommendation. 

The  department  intends  to  initiate  rulemaking  duhng  Fiscal  Year  2001  to 
redefine  the  basis  for  establishing  annual  asbestos  facility  permit  fees  to  be 
proportional  with  the  department's  administrative  program  costs.  In  fiscal  year 
2002,  the  department  will  establish  an  organizational  unit  to  track  this  program 
activity  and  associated  costs.   The  department  will  seek  a  statutory  amendment 
to  the  Asbestos  Control  Act  to  replace  the  current  requirement  that  annual 
permit  fees  reflect  actual  costs  with  a  requirement  that  these  fees  be  reflective 
of  the  department's  program  operation  costs. 

Recommendation  #10 

We  recommend  the  department  establish  procedures  to  mail  intention-to-revoke 
notifications  to  water  and  wastewater  operators  in  a  timely  manner  as  required  by  state 
law. 

The  department  concurs  with  this  recommendation. 

We  will  seek  either  rule  or  statutory  changes  to  address  the  audit  issue. 
Approximately  2000  renewal  fees  are  due  by  the  end  of  each  fiscal  year.  Most 
of  the  fees  are  received  by  the  department  near  the  deadline.   The  delay  in 


Page  B-7 


processing  of  these  fees  prevents  the  program  from  completing  the  suspension, 
notice  of  revocation,  and  revocation  actions  in  accordance  with  the  law. 

We  will  review  the  statute  and  rules  to  determine  which  should  be  revised  to 
address  the  audit  issue.  If  it  is  necessary  to  revise  the  statute,  we  will  have  to 
wait  until  the  next  legislative  session.  However,  if  it  appears  that  we  can 
address  the  issue  by  revising  the  rules,  we  will  exercise  that  option  instead  of 
revising  the  statute. 

Recommendation  #11 

We  recommend  the  department  seek  legislation  to  amend  section  75-3-607,  MCA,  to 
allow  federal  radon  moneys  to  be  deposited  in  the  federal  Special  Revenue  Fund 
consistent  with  section  17-2-102,  MCA. 

The  department  concurs  with  this  recommendation. 

The  department  will  draft  and  seek  a  legislative  sponsor  in  the  2003  session  for 
a  bill  amending  section  75-3-607  to  allow  federal  radon  monies  to  be  deposited 
in  the  federal  special  revenue  fund  consistent  with  17-2-102,  MCA. 
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